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Reviewing the Receivables
E purpose underlying the audit of
T Haccounts
receivable, as in the case of

weight in arranging the audit program.
Other factors may be the condition of the
all other assets, is to ascertain that the records, size and nature of the business,
client's figures represent an existing asset, sales and collection policies, system of incorrectly stated and properly valued. ternal check in force, etc. Above all, the
There are the further objects of finding out needs and wishes of the client and his
whether proper accounting theories have willingness to pay for a detailed audit are
been used in setting up the asset, and not to be lost sight of.
whether the accounts have been free from
Verification as to correctness of the
manipulation during the period under client's statement of receivables probably
is in most cases the main feature of the
review.
The exact nature and extent of the veri- procedure. Perhaps the most satisfacfication may depend on a number of gov- tory way to verify balances in customers'
erning factors. One is the nature of the accounts is by confirmation from the
engagement. In a verification of assets debtors direct to the auditor. This has
and liabilities, or a balance sheet audit, as been opposed by a number of accountants
it is frequently called, the objective prob- on the ground that most customers will
ably would be simply a confirmation of the disregard statements and requests for configures shown by the client's books to be firmation sent to them, and will be more
due from others at the balance sheet date, likely to take the matter up with the
having in mind the character of items which client's bookkeeper in case of a difference.
may be included under the caption. A A preponderance of past experience, howmore detailed audit, on the other hand, ever, seems to have demonstrated the useprobably would comprehend a review of fulness of the confirmation method in those
the transactions for the period for evidences cases to which it is applicable. It is
of manipulation and error. The suspicions almost certain to be laborious and expenof the auditor, either preconceived or ex- sive, however, and an understanding concited by incidents during the course of the cerning its use should be had with the
engagement, would have considerable client before proceeding.
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Accounts receivable offer abundant possibilities for concealment of fraud—particuarly in cases where one person controls cash
records in addition to customers' accounts.
Discounts or allowances may be overstated. Charges to bad debts may be
excessive. Cash from customers may be
used for "overlapping." The control may
be forced. A certain amount of scrutiny,
which may be more or less detailed, is
necessary therefore to assure the auditor
that the accounts are free from manipulation, as well as from error.
The accounting phases of accounts receivable involve a number of considerations. Usually it is desirable to review
generally the adequacy and propriety of
the accounting treatment of consigned
accounts, instalment accounts, and hypothecated accounts. For balance sheet
purposes it is necessary to define the term
"accounts receivable" as to inclusion or
exclusion. Taken by itself it usually is
understood to mean current receivables
which will be liquidated in the ordinary
course of trade. Questions as to whether
amounts due from employes, claims against
railroad companies, loans to officers, etc.,
should fall under the general caption probably should be settled in the light of the
amounts involved, due dates, possibilities
of collection, and the precise nomenclature
used in the balance sheet.
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Where merchandise has been consigned
at cost prices, the auditor must decide
whether such consignments should be
shown in the statements at cost. Other
problems may concern the proper position
of reserves for doubtful accounts, or for
discounts; the correct way to reflect
hypothecated accounts, etc. Some of the
deciding factors may be the purpose of the
report, and the effect various combinations
may have on ratios.
Passing on the valuation of receivables
obviously is an important, also difficult
task. As to trade accounts, aging of
balances due often is of assistance to the
auditor in determining the adequacy of the
reserve. In connection therewith should
be considered the ordinary terms of sale,
activities of the credit and collections departments, and policies as to allowances.
General conditions in the trade are often a
pertinent factor. The value of amounts
due from officers, affiliated companies, and
other special sources usually can be appraised only by considering the circumstances surrounding the origin of the
accounts, and other special conditions.
Valuable and enlightening information
frequently may be derived from considering the accounts receivable as related to
other items in the balance sheet and profit
and loss statement. Such may be sales,
capital, and current assets particularly.

